 This report challenges the view that the UK economy is operating at or close to full employment. It presents alternative estimates of the level of unemployment, based on a re-working of official statistics, for every local authority district in England, Scotland and Wales.
 In a number of local economies, including much of North East England, East Lancashire, Merseyside, the Welsh Valleys and the Birmingham and Glasgow areas, the real level of unemployment remains at or just below 10 per cent of the working age population. Much of southern and eastern England outside London, with real unemployment in the 2-3 per cent range, could however lay claim to operating near full employment.
THE REAL LEVEL OF UNEMPLOYMENT 2017
The myth of full employment
There is a view, popular with some commentators, that the UK economy is operating at or close to full employment. What is undeniable is that since 2012, when the recovery from recession began to get underway, employment has increased and unemployment has fallen. What is also true is that official statistics show that unemployment is now lower than at any time over the last thirty years. But that does not mean that the UK is near to full employment.
Actually, even the official statistics tell us that the economy isn't there yet. At around 1.5 million, the government's preferred measure of unemployment 1 may be down on previous levels but hardly shows that problem has gone away. More significantly, in this report we show that substantial unemployment remains hidden, excluded from the official statistics. We also show that the hidden unemployment is disproportionately concentrated in the less prosperous parts of the country so that the differences across regions and local areas are far greater than those exposed by official statistics. In the less prosperous parts of Britainin particular its older industrial areas and many seaside townsfull employment is still a long way off. This is the fifth in a series of reports on the real level of unemployment that we have published at intervals since 1997 2 . The new report, like its predecessors, provides estimates for every local authority district in Great Britain. Here, we deploy essentially the same methods as in the earlier studies but with a number of important refinements. The central question remains the same: what is the real level of unemployment?
Two official measures of unemployment
The official measure of unemployment with the longest history is the claimant countthe number out-of-work claiming unemployment benefit, until recently Jobseeker's Allowance but increasingly Universal Credit on the grounds of unemployment. For many years the 'claimant count' and 'unemployment' were usually regarded as synonymous but this began to break down in the 1980s and 90s as changes to benefit rules started to reduce access to unemployment benefits. Increasing numbers of the unemployed therefore fell outside the 6 scope of the claimant count. These days, it is widely accepted that the claimant count covers only a proportion of the unemployed.
Nonetheless, the claimant count has a number of strengths. It is available monthly, it is very up-to-date (the figures are only four weeks old when they are released) and it provides information for small areas such as local authorities and wards. It is also a complete count, not a sample survey, so the figures are reliably accurate.
The other official measure is what is known as ILO unemployment. This is the number of people who meet the International Labour Organisation (ILO) criteria of unemployment, which is that they are out-of-work, available to start work in the next two weeks, and have looked for work in the last four weeks. This measure of unemployment is in theory independent of benefit status -you don't have to be claiming unemployment benefits to be included. The ILO criteria include many of the unemployed who are ineligible to receive benefit in their own right, for example because means-testing, and others who don't bother to sign on, perhaps to avoid a hassle that can result in only a modest financial return. Since 1997, the ILO measure has been the UK's officially preferred measure of unemployment and it is the one quoted most in the press. A significant drawback of the ILO measure of unemployment is that it is based on a sample survey, the Labour Force Survey (also known in the UK as the Annual Population Survey). Like any sample survey, the estimates for areas where the sample is small, such as local authority districts, are therefore subject to a margin of error. For many years this meant that a great deal of district-level ILO unemployment data was simply too unreliable. However, more recently the Office for National Statistics has modified the raw district-level data to take account of the claimant count and sample sizes whilst still ensuring consistency with regional and national totals. The resulting district-level ILO unemployment estimates are more plausible than previously, though not without a residual margin of error owing to sampling.
Whereas in the 1980s and early 1990s the claimant and ILO measures of unemployment were not far apart in the UK, the gap has subsequently grown and, particularly over the last ten years, the number of ILO unemployed has far exceeded the number of claimant unemployed.
Hidden unemployment: the role of incapacity benefits
To understand how substantial unemployment remains hidden from either of the official measures it is useful to begin by looking at long-term trends in the numbers claiming the three main out-of-work benefits, shown in Figure 1 for 1979 to 2017 for Britain as a whole.
The numbers claiming unemployment benefits reached 3 million in the mid-1980s, fell back, rose again in the early 1990s, then declined to well under a million. In the wake of the 2008 financial crisis the numbers peaked at around 1.5 million before falling back once more. The numbers claiming lone parent benefits -Income Support for most of this periodrose from around 300,000 at the start of the 1980s to a peak of around 1 million in the mid-1990s. More recently, the numbers on lone parent benefits have fallen, not least because eligibility has gradually been restricted just to those with the very youngest children. The striking feature in Figure 1 , however, is the rise in the numbers out-of-work on incapacity-related benefits, these days Employment and Support Allowance (ESA) but previously Incapacity Benefit (Invalidity Benefit before 1995), Income Support on grounds of disability and Severe Disablement Allowance. The number on these benefits rose from around 750,000 to a plateau of around 2.5 million. The numbers have declined a little from the all-time high in the early 2000s but not by much.
There are two remarkable aspects of the incapacity numbers. First, they are largely invisible. The figures surface in the media from time to time but probably few beyond those who follow these issues would be aware that the numbers currently out-of-work on incapacity-related benefits exceed the numbers on unemployment benefits by more than three-to-one and that, the immediate post-financial crisis years excepted, this has been the situation since the end of the 1990s. The other remarkable aspect of the incapacity numbers is that they have stayed so high for so long despite multiple efforts to bring them down. Clearly, the factors that underpin incapacity claimant numbers are very powerful indeed. Moreover, it is impossible to explain the increase in health terms alone, especially at a time when general standards of health have slowly been improving, albeit with the smallest improvements among the most disadvantaged groups.
The relevance to the measurement of unemployment is that the jobless who suffer from health problems or disabilities generally claim incapacity benefits instead of unemployment benefits. They are therefore omitted from the claimant count and, if they fail to meet the criteria, they are omitted from the ILO unemployment figures as well.
Beyond a short 'Assessment Phase', access to Employment and Support Allowance is determined by a medical test, the Work Capability Assessment, carried out by contractors working for the Department for Work and Pensions. Some claimants are deemed 'fit for work' at this point and denied ESA. Those whose entitlement to ESA is confirmed are then placed in either the 'Support Group', intended for those with the most severe health problems or disabilities, or in the 'Work-Related Activity Group'. In the latter, claimants are required to prepare to return to work as their health or disability improves and, since 2012, their entitlement to ESA has in all cases been means-tested after 12 months.
In practice, many unemployed people have picked up injuries over the course of their working life and there is the effect on physical capabilities of illness, disease and simply getting older. On top of this, mental health problems such as stress and depression are widespread. In practice, therefore, many of the unemployed with health problems or disabilities do qualify ESA rather than unemployment benefits. In many circumstances their benefit entitlement is a little higher than on unemployment benefits, and there is no requirement to sign on every fortnight.
ESA claimants then nearly all drop out of the ILO measure of unemployment because they do not look for work. Incapacity benefits, including ESA, have never made job-seeking a condition of entitlement. In practice, most claimants take a dim view of their job prospects because they feel their health isn't good enough or their disability too severe, or because they come to the conclusion that they would be unlikely to find work, especially when there is competition from fit and healthy workers who can often be viewed more favourably by employers because they haven't had period out of work due to ill health or disability. Furthermore, there can be a fear among incapacity claimants that to look for work would actually bring their benefit status into question.
The net result is that the very large numbers claiming ESA hide unemployment. This does not imply, of course, that the health problems or disabilities are anything less than real, or that the benefit claims are in any way fraudulent. The important point is that ill health or disability is not necessarily always an insuperable obstacle to employment. Indeed, the government's own Labour Force Survey estimates that of the 6.1 million adults of working age who have a work-limiting disability, 2.7 million are in employmentan employment rate of 44 per cent 3 . So where jobs are readily available, many men and women with health problems or disabilities do hold down employment. But where jobs are in short supply, the men and women with health problems or disabilities are one of the prime groups that struggles to maintain a foothold in a competitive labour market. This is transparent from regional data. In the North East of England in 2016-17, the employment rate among men and women with a work-limiting disability was just 37 per cent. In Scotland it was 38 per cent, in Wales 39 per cent and in North West England 40 per cent. By contrast, it was 53 per cent in South East England, 52 per cent in the South West, and 50 in Eastern England 4 . This strongly correlates with the strength of local labour markets.
The distribution of incapacity claimants around the country underlines this point. There are exceptional concentrations in places such as South Wales, Merseyside, North East England and Clydeside, where incapacity claimants can account for up to 10 per cent of the entire working age population. These are places where standards of health have long been known to be below the national average but a generation or more ago the incapacity claimant rates in these places were far lower. What these places have in common is that they have all experienced large-scale industrial job losses, creating an imbalance in local labour markets that has persisted through to the present day. Conversely, in nearly all the south and east outside London, where the economy is stronger, the incapacity claimant rate remains just 3 or 4 per cent. This pattern is exactly what could be expected as a result of the diversion of men and women onto incapacity benefits in areas where jobs are harder to find.
Measuring 'real unemployment'
The 'real level of unemployment', as defined in this report, is the sum of three elements:
 The claimant count unemployed  The additional ILO unemployed  The hidden unemployed among incapacity claimants
The first elementthe claimant countis straightforward. The figures used here are for May 2017.
The second elementthe additional ILO unemployedis measured here as the difference between the claimant count and ILO unemployment 5 . In our previous reports we took the view that the district-level ILO unemployment data was unreliable and therefore made a flatrate adjustment based on the more robust regional data. However, the district-level ILO unemployment estimates do now appear to have improved. Here, we therefore use the official data, by local authority district, for the year April 2016 to March 2017.
The third elementthe hidden unemployed among incapacity claimantsis unavoidably more difficult to measure. The previous reports in this series used a sophisticated benchmarking approach to measure this element of unemployment. For each district, a 'benchmark' incapacity claimant rate was generated based on the claimant rate in fully employed parts of southern England and on underlying differences in the extent of incapacitating ill health or disability between each district and this fully-employed part of southern England. For each district, this benchmark was intended to reflect what should be achievable if the local economy was operating at full employment. Excesses over the benchmark were deemed to be a form of hidden unemployment.
The fundamentals of this benchmarking approach are tried and tested 6 . Its strength is that it takes account not only of what has been shown to be possible, in term of claimant rates, in 5 In practice, a number of the claimant unemployed fail to meet one or more of the ILO unemployment criteria so the number of ILO unemployed who are not included in the claimant count is larger than the difference between the two figures. For GB as a whole, Labour Force Survey data indicates that 200-250,000 claimant unemployed fail to meet the ILO criteria. 6 In addition to the earlier reports in this series, see C Beatty and S Fothergill (2005) 'The diversion from 'unemployment' to 'sickness' across British regions and districts', Regional Studies, vol 39, pp 837-854.
fully-employed parts of Britain but also adjusts for underlying differences in the extent of incapacitating ill-health.
As a guide to differences in the incidence of incapacitating ill-health, the previous applications of this method used data from the 1981 Census which had the advantage of being uncontaminated by the subsequent surge in incapacity claimant numbers. With the passage of time, however, the value of such historic data becomes questionable. In the present report we therefore deploy a new method. Here, the benchmark incapacity claimant rate for each district is again the rate in fully-employed parts of southern England 7 but here it is adjusted up or down by the ratio between the Standardised Mortality Rate (SMR) in each district 8 and the SMR in this fully-employed part of southern England. In effect, if the SMR in a district is 20 per cent above the level in fully-employed southern England we would expect the incapacity claimant rate to be 20 per cent higher.
Standardised Mortality Rates measure the death rate in each area after adjusting for the age structure of the local population. SMRs are widely regarded as the single most objective measure of health, and annual data is available for local authority districts. Ultimately, SMRs provide only a proxy for variations in incapacitating ill health or disability from place to place but they do provide a guide that is unaffected by benefit status, which is a clear risk affecting survey-based data on self-reported health and well-being.
This is an important revision to the method used to estimate hidden unemployment among incapacity claimants. For Britain as a whole in 2017, the new method generates an estimate of hidden unemployment that is 35,000 higher than the old method based on 1981 Census data. The use of SMR data does however take account of regional and local differences in the rate of health improvement in the intervening years. Figure 2 shows the results of the application of this revised method to the incapacity claimant data for November 2016. It shows the estimated hidden unemployment on incapacity benefits in each local authority district, expressed as a percentage of the working age population (16-64). The map confirms the hidden unemployment is concentrated in particular parts of the country, above all in older industrial areas and seaside towns. There is little or no hidden unemployment of this kind in the more prosperous parts of country with stronger labour markets, especially in southern England.
Blackpoola seaside townhas the very highest hidden unemployment on incapacity benefits, estimated at 7.1 per cent of the working age population 9 . Blackpool's tourist economy has flagged in recent years and the ready availability of cheap private-rented flats in the town, much of it in former guest houses, has attracted benefit claimants from surrounding areas and further afield. That Blackpool borough itself is the disadvantaged core of a rather larger built-up area also boosts the local claimant rate. 
National overview
The final column of Table 1 presents our estimates of the real level of unemployment across Great Britain as a whole in spring 2017. Our estimate is that in 2017 the real level of unemployment stands at just below 2.3 million. This is made up almost equally of the claimant unemployed, the additional ILO unemployed and the hidden unemployed on incapacity benefits, each of whom contribute 700-800,000 to the total. The 2.3 million represent an unemployment rate of 5.7 per cent of the working age population 10 .
We estimate that across Britain as a whole hidden unemployment on incapacity benefits accounts for 760,000 men and women. These are the claimants who might reasonably be expected to have been in work in a genuinely fully-employed economy. This large number needs to be seen in the context of the headline total of 2.45 million out-of-work on incapacity benefits. In effect, our figures suggest that around 1.7 million men and women would remain on incapacity benefits even if there were full employment across the whole country. The hidden unemployed are a minority of incapacity claimants (around 30 per cent) even though they are nearly as numerous as the claimant unemployed, and again it is worth emphasising that there is no suggestion here that the claims are in any way fraudulent or that the health problems or disabilities are anything less than real. First, at just under 2.3 million the real level of unemployment is lower than in any of the other four years, and more than 1.1 million down on the estimate for 2012. This is clear evidence of progress in reducing unemployment, though it is widely acknowledged that much of the recent job growth has been in low-paid and often insecure or part-time work, including selfemployment. Even so, a real unemployment level of 2.3 million hardly seems like full employment.
Second, hidden unemployment on incapacity benefits does appear to be falling. At an estimated 760,000 it is nearly 400,000 down on the peak recorded in 2002. The reduction has been gradual since 2002 it seems, and perhaps not entirely unexpected given the tougher medical test, the wider application of means-testing, the new conditionality for some and the recent improvement in the wider labour market.
Third, the gap between claimant and ILO unemployment has also fallen since 2012, when it reached a peak of almost 1 million. Again, improving conditions in the labour market probably offer an explanation, but the number of additional ILO unemployed remains at a higher level than before the 2008 financial crisis. Table 2 shows the estimated real unemployment by region and country across Great Britain. The North East of England tops this list with a rate of 8.6 per cent of the working age populationa very long way from full employment. At the other end of the spectrum, the rate in the South East of England is just 3.9 per cent 11 . Hidden unemployment on incapacity benefits is concentrated in the regions with the highest real unemployment. In the six regions/countries at the top of the list in Table 2 , where the labour market is weakest, the hidden unemployment on incapacity benefits exceeds the number of additional ILO unemployed, in some cases by a large margin. Conversely, in the five regions at the bottom of the list the number of additional ILO unemployed exceeds the hidden unemployed on incapacity benefits. Source: Sheffield Hallam estimates based on ONS and DWP data unemployment. In this respect the figures here confirm what claimant unemployment data has been showing for many years, but the real unemployment data exposes the extent to which the problem in these places is far worse than official statistics have suggested. Unemployment in these parts of Britain typically remains in excess of 8 per cent, and in some cases above 10 per cent, of the entire working age population.
Regional differences

Real unemployment at the local level
Britain's older industrial areas are joined by a number of coastal districts and some inner urban areas. Parts of London have high unemploymentthough not quite as high as the older industrial areas of the North, Scotland and Wales -but London's unemployment tends to be concentrated in particular boroughs, which reflects residential segregation between the richer and poorer areas of the city.
On the other hand, there is little to suggest that unemployment is more than a marginal issue in large parts of southern and eastern England outside London. Some parts of northern England, such as rural North Yorkshire, also fall into this category. In these places, the real level of unemployment is typically below 4 per cent and sometimes nearer 2 per cent. These extensive areas could claim to be Britain's main unemployment 'blackspots', though that is not to diminish the scale of the problem in other places with similar levels of unemployment such as Hull, Stoke-on-Trent, Barnsley and Dundee, or indeed seaside resorts such as Blackpool, Hastings, Great Yarmouth and Torbay. All these places have long been known to face unemployment problems. What the figures presented here demonstrate is that the problem is actually much larger than official unemployment statistics would suggest.
Indeed, the figures indicate that in several of these blackspots the hidden unemployment on incapacity benefits accounts for over half the total. In the Welsh Valleys this hidden unemployment is 60 per cent of the total, on Merseyside 58 per cent, in the Glasgow area 55 This concentration of hidden unemployment in the places with the weakest local labour markets is consistent with the view that where decent jobs are hardest to find, many men and women give up looking for work and therefore fail to meet the ILO unemployment criteria. The concentration of hidden unemployment in these places is also consistent with the view that in difficult labour markets the men and women with health problems or disabilities are especially disadvantaged in finding work and thereby boost the numbers claiming incapacity benefits. That said, the share of unemployment hidden on incapacity benefits also varies from place to place in ways that appear to reflect local factors such as the age structure of the local workforce (older men and women are more likely to claim incapacity benefits) and the robustness of the ILO unemployment estimates, which despite improvements still remain subject to sampling error.
The twenty places with the lowest real unemployment are a mixture of rural and suburban districts, mainly in southern England but also including the Shetland Islands in Scotland. Uttlesford, with the lowest real unemployment of alljust 1.9 per centis a district in Essex centred around the town of Saffron Waldon. These twenty districts, plus a number of others where the real unemployment rate is in the 2-3 per cent range, could legitimately claim to be operating at or close to full employment.
Concluding remarks
Unemployment, perhaps more than any other indicator, is the one by which the health of the economy is often judged. It is certainly the prime indicator in judging the economic health of local areas across the country.
It is unfortunate, therefore, that the official unemployment statistics provide such a partial view. As the evidence presented here demonstrates, the UK continues to hide large numbers of unemployed on incapacity benefits. The numbers of hidden unemployed have come down, but at an estimated 760,000 they are still more than big enough to cast a different light on the state of the labour market. Indeed, there are nearly as many hidden unemployed on incapacity benefits as there are visible unemployed on the claimant count. Unemployment has fallen over the last five years, but with the real level of unemployment still at around 2.3 million the claim that Britain is operating at or close to full employment is wide of the mark.
What the real unemployment data also shows is that big variations in the health of regional and local economies are still very much with us. Hidden unemployment tends to be concentrated in the weakest local labour markets. The effect of its inclusion in the figures is therefore to widen the gap between the best and worst areas across the country. Some parts of southern England do indeed seem to be fairly close to full employment, but that is emphatically not the case in most of the older industrial areas of the North, Midlands, Scotland and Wales, nor indeed in a number of seaside towns. 
